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KEY ECONOMIC INDICATORS 


GdEt** 


GDP at current prices 
(millions of cordobas) 
Per Capita GDP at current prices 
(cordobas) 


INDICES 
Unemployment Rate** 18.9 
Consumer Price Index (1980-100) * 202.6 


Prices: Monthly Basic Market Basket++ 


Low Income Families 
-- Cordobas 7,531.00 


Middle Income Families 
-- Cordobas 21,964.00 


TOTAL EXPORTS (FOB) ** 429 


Cotton 110 
Coffee 154 
Sugar 32 
Fish (lobster, shrimp) 7 
Bananas Ls 
Meat *** 31 
Other 70 


Total Exports to U.S.*** 77 
Total Exports to COMECON*** 63.2 


TOTAL IMPORTS EXCLUDING CRUDE OIL 
(CIF) ** 819 


Consumer Goods 17s 
Raw Materials and Intermediate 
Goods 
Capital Goods 
Total Imports from U.S.+ 


Total Imports from COMECON*** 


Percent 
Change 
1983/84 


41,785 


13,215 


13,814.00 


46,341.00 
393 


134 
119 
20 
17 
13 
18 
72 


47 


24 





BALANCE OF TRADE 


EXTERNAL PUBLIC DEBT*** 5.2 


Annual Debt Service 90 79 -12.2 


Note: All values represent year-end levels and are in millions of 
U.S. Dollars unless otherwide indicated. 


Sources: * IMF International Monetary Fund 
** ECLA Economic Commission for Latin America 
eae Official GON Figures 
+ U.S. Government Figures 
+ Embassy Figures 
GON Ministry of Planning as cited by 
COSEP 
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SUMMARY: The Nicaraguan economy continued its decline in 1984 and 
1985. Although in late 1984 the Nicaraguan government (GON) 
declared that economic revitalization and an expansion of production 
would be a priority in the coming year, by mid-1985 officials had 
acknowledged that real growth was beyond their reach. Instead, 
President Ortega urged his countrymen to adopt an attitude of 
"survival" in the face of mounting economic pressures. Shipments of 
Soviet oil and large gifts of food and medicines prevented a 
domestic crisis. Nevertheless, falling agricultural and industrial 
production, shortages of vital raw materials, extremely limited 
availability of foreign exchange, and an inflation rate estimated at 
300 percent all took their toll. Virtually all new investment was 
made in the public sector. The increasing demands of the war 
diverted the government's attention away from economic plans and 
projects. The military drew skilled and unskilled workers away from 
productive sectors. New credits from western nations dropped still 
further and the GON turned to its Eastern Bloc allies to make up the 
difference. Multilateral lending institutions and foreign banks 
stepped up pressure on the Sandinistas for payment of past loans 
and, in some cases, denied or delayed new credit. 


In 1985, the GON has made clear its intention to give priority to 
projects that hike productivity and support the war. It has cracked 
down on those it calls speculators and on some black market 
activities. Tough new economic measures introduced in January 1985 
may help expand the tax base and increase government revenues. But 
the 1985 planting season got off to a poor start due to delayed 
rains. The cotton crop has been stricken by disease and the coffee 
harvest is not expected to equal last year's crop. The GON will 
have to import basic grains to make up for corn, beans, and rice 
crops lost in the mid-year mild drought. New regulations increasing 
government control over the private sector, coupled with continued 
property confiscations and attacks on opposition groups have served 
to further alienate the shrinking middle class -- still an important 
factor since over half of the GDP comes from the private sector. 


The GON must, over the long term, secure the loyalty of its 
proclaimed constituency, the workers and peasants, by boosting 
production and supplies of basic goods and by offering its people a 
dream of doing better for themselves. In order to do just that, the 
GON must overcome severe problems of inadequate investment, high 
inflation, exaggerated foreign debts, and serious foreign exchange 
Shortages. Its solutions will probably favor more government 
controls, public rather than private investment, and a greater 


reliance on trade and aid with countries willing to offer generous 
credit terms. 


With the implementation of the U.S. trade sanctions on May 7, 1985, 
investment in Nicaragua by U.S. firms has been effectively cut off. 
However, even before the advent of the trade sanctions, the 
prospects for U.S. trade and investment in Nicaragua were bleak. 





The GON has failed to provide guarantees against expropriation and 
confiscation and, despite repeated promises, has not offered 
compensation for many properties seized in the past. Nicaraguan 
exports to the U.S. for 1984 fell to 12 percent of total export 
values. Imports from the U.S. also declined from 16 percent to 13 
percent of total import values. The trade figures in 1985 will drop 
off sharply as a result of the trade sanctions. 


INTRODUCTION 


President Daniel Ortega declared in 1985 that Nicaragua would adopt 
a “survival economy," His announcement was the culmination of 5 1/2 
years of Sandinista rule and of a steady shift under the FSLN to a 
more centralized, controlled economy, dedicated primarily to service 
of the ongoing war effort. The year 1985 and its problems grew out 
of specific government decisions made in 1984 and the years 
preceding, not by chance. That it has reached new economic lows, 
the GON chooses to blame on the trade sanctions, on the war, or on 
general historic imperialism. The end result is that more 
sacrifices will be demanded of the Nicaraguan people, more energy 
and output will be required, as Nicaragua gears up for another year 
of fighting. 


MACROECONOMIC FACTORS - ORGANIZATION OF THE ECONOMY 


The GON did not publish any reliable macroeconomic data for 1984. 
GON Ministry of Planning figures show unrealistically high growth 
rates in both GDP and GDP per capita. Other government officials 
now admit to a negative 3.1 percent real growth rate in 1984, a 
setback for a government that claims it has always managed to 
squeeze some growth out of the economy. Overall productivity 
suffered a serious decline as whole segments of the population were 
dislocated by the war and by GON decree. Six percent of the labor 
force was directly involved in non-productive military activities. 
The construction sector showed a three percent growth rate as the 
GON poured funds into projects related to the war effort. It had 
the best showing by far, however. The agricultural sector led the 
general decline in production as total acreage planted fell over 
1983 plantings. The fishing and mining industries remained 
virtually stagnant and Nicaragua's traditional light industries 
languished for lack of raw materials and skilled labor. 


The GON estimates the physical damages and lost opportunity costs of 
the ongoing "contra" war as $187.5 million in 1984 alone. Of that, 
$16.1 million is estimated as physical damage to plants and 
production equipment and $171.4 million is given as lost or foregone 
production as a result of the conflict. The GON Ministry of 
Construction estimates that war-related losses to their Ministry 
alone total 6 billion cordobas through the second trimester of 

1985. Total damages for the years 1981 to 1984 are estimated at 
$393.9 million by the Nicaraguan Government. 
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Restrictive government policies continued to discourage private 
investment. Although private business still contributed over half 
of the GDP, GON policies controlling purchases, production, sales, 
prices, and foreign trade reduced the real influence of the private 
sector on the economy. Virtually all new investment was in the 
public sector. Increasing fiscal constraints imposed by rapidly 
growing military spending led the GON to tighten controls over 
wholesale and retail trade and, in early 1985, to phase out most 
food subsidies. Food prices in official state-sanctioned outlets 
more than tripled as a result. Shortages of basic food products 
became more severe as the GON struggled to overcome the 
administrative problems inherent in an elaborate distribution plan. 
The Consumer Protection Law, which was designed to guarantee 
supplies of essential products to Nicaraguan consumers through the 
creation of special stores selling those items at controlled prices, 
only aggravated shortages and stimulated a thriving black market. 
The distribution system was revised several times during 1984 and 
shortages eased somewhat, particularly just before the elections in 
November 1984 when the state-owned supermarkets were flooded with 
foods and toiletries. In 1985, the GON introduced the central 
workers' commissaries supplied direct from the fields and 
factories. The GON has kept the commissaries fairly well supplied. 
During 1985, shortages have tended to be of one product or another, 
rather than many basic items at once. A notable exception is 
cooking oil, which is only available in limited quantities and at 
premium prices. 


INFLATION AND PRICES 


Inflation accelerated in 1984. Basic food products showed big price 
increases but varied widely depending upon the item. According to 
Embassy studies, the cost of a basic market basket of goods for an 
average middle-income family increased 1l1l percent between December 
1983 and January 1985. A similar basket of goods for low-income 
families showed an 83 percent jump for that period. The GON 
admitted officially to a 1984 inflation rate of only 50 percent. 


Prices continued to rise in 1985, attributable in large part to the 
phase-out of food subsidies. Between January and November 1985 
market basket prices rose 164 percent for middle-income families and 
309 percent for low-income families. The dramatic difference in 
rate of increase reflects the relative importance of food in the 
low-income basket. Food prices alone for the basic needs of a 


low-income family of five persons jumped over 440 percent in 10 
months. 





SALARIES AND EMPLOYMENT 


Salary levels in Nicaragua remained frozen by law between 1981 and 
1983. In early 1985, the GON began to implement a new wage and 
salary law on an industry by industry basis. The new law 
established both minimum and maximum wages. With inflation running 
in triple digits, the small increases in average wage mandated under 
the law have not even begun to compensate the consumer for lost 
purchasing power. Thus, although legally required to pay according 
to the rigid scale of 33 job categories, private industry instituted 
a tacit system of bonuses. The GON has declared illegal all bonuses 
including payment-in-kind bonuses, which were common practice in 
most businesses until June 1985. The government has attempted to 
compensate its own employees for the loss of these extras through 
the workers' commissaries. While goods are rationed in the 
commissaries (in part to prevent diversion to the black market) 
prices are within reach of the average shopper. However a top 
salary of 28,900 cordobas per month allowed under the law cannot 
begin to meet the needs of a middle class family without commissary 
access, whose market basket was valued at 122,051 cordobas per month 
in November 1985. 


Despite a 3.4 percent population growth rate and limited expansion 
of employment opportunities, the GON claims to have maintained a 20 
percent unemployment rate in 1984, the same as that which prevailed 
under Somoza. However, over the past few years, the composition of 
the labor force has changed radically. Professionals and mid-level 
technicians continue to leave the country. Young men avoiding the 


draft also leave and many of those who do not leave are sent into 
the army. Fifty percent of those unemployed are agricultural 
workers, many of whom have been displaced by the war or otherwise 
left their lands and come to the capital searching for more 
profitable work. Many of these people become petty traders or 
engage in black market activities, and the GON has begun to 
implement disincentives by imposing stricter licensing provisions 
for merchants. Although unemployment remained stubbornly high, 
paradoxically, there were serious labor shortages in 1984, 
particularly in the agricultural sector. The GON was forced to use 
untrained groups of volunteers composed of students, office workers, 
and international visitors to pick vital export crops. As the GON 
geared up for the 1985-86 coffee and cotton harvests in early 
November, the call went out again for volunteer labor. The Ministry 
of Agriculture announced that it would need over 30 thousand 
non-professional pickers for the coffee harvest alone. 





GOVERNMENT BUDGET 


The GON announced its budget for 1984 as approximately 19 billion 
cordobas. That figure was later revised to 28 billion cordebas. 
However, the actual budget may have been substantially larger 
because of military expenditures. The budget deficit was officially 
pegged at just under 10 billion cordobas. The government claimed 
that 77 percent of that deficit was financed by the Central Bank of 
Nicaragua. Budget shortfalls have continued in 1985. Out of an 
estimated 56 billion cordoba budget, President Ortega has announced 
that 50 percent will go to the war effort. The tax reform law 
passed in 1985 is expected to increase revenues, but it also 
increases disincentives for the private sector. The law imposes 
stiff new taxes on the formation and substantive reorganization of 
corporations, and it taxes presumed income of professionals and most 
service sector employees. With military expenditures undoubtedly 
increasing, it is likely that the GON will have another large 
deficit in 1985, despite tax reform. 


CURRENCY 


The Nicaraguan cordoba was not freely convertible in 1984. 

Virtually no dollars were available for purchase at the official 
rate of 10 cordobas per dollar. Most transactions were conducted at 
the legal parallel rate of 28.50 cordobas per dollar, but even then 
the shortage of dollars hampered production. In January 1985, the 
GON established a multi-tiered exchange rate system with 
transactions assigned rates of either 10, 28, 40 or 50 to the 
dollar, depending on the scale of importance determined by the 
government. Free market rates, however, continued to climb and 
reached 600 cordobas per dollar before the end of 1984. The GON 
opened a government-sanctioned free market exchange house in May 
1985 and set a rate of 650 cordobas per dollar for the purchase of 
dollars. At the present time, December 1985, dollars are generally 
available for purchase in limited quantities at the exchange house 
at 770 cordobas per dollar or on the street black market at over 900 
cordobas per dollar. Since many clothing and cosmetic items are 
imported and since the GON itself has mandated payment in dollars 
for some items such as airline travel, certain sectors of the local 
economy have essentially converted to dollars. 


AGRICULTURE 


Agriculture accounts for over 20 percent of the GDP directly and 
much more indirectly since nearly half of industrial production 
involves the transformation of agricultural products. Coffee, 
cotton, and sugar accounted for 70 percent of 1984 export income, 
but the once-strong beef industry experienced some setbacks. 
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Inability to meet revised laboratory testing requirements forced the 
GON to request the removal of Nicaragua from the list of countries 
eligible to export meat to the United States, their major market. 
Supply problems persisted, created mostly by production 
disincentives. The 1984/85 coffee harvest, touted by the GON as a 
record crop, in fact only equalled that of 1983, considered a bad 
year. Coffee exports were down more than 20 percent over 1983 and 
the GON may have overcommited itself and had to sell poor quality 
beans originally destined for the local market to international 
customers. Manpower and transportation problems dragged the harvest 
on into late April. Many producers claim that inexperienced 
volunteer pickers damaged plants and reduced the size and quality of 
future crops. The cotton harvest was plagued by the same labor 
problems as the coffee harvest, in addition to a shortage of 
insecticides that allowed the boll weevil to spread to much of the 
Pacific Coast crop. Overall, the harvest was as expected, but the 
percentage of impurities remained higher than in past years -- 18 to 
20 percent as opposed to 12 percent in 1983. In 1985, the GON 
announced plans to sow only 151 thousand manzanas with cotton (1 
manzana equals 1.7 acres), six percent less than in 1984. Actual 
acreage planted was estimated by private producers at only 110 
thousand manzanas. Nevertheless, government officials predicted a 
yield 14 percent greater than that in 1984. However, at least 40 
percent of the richest acreage has been attacked by a bacteria that 
has killed some plants and stunted the growth of others. Although 
prospects have improved as the harvest draws closer, private sector 
producers estimate yields well below those of 1984, with export 
values down to half of last year's record $134 million. 

ate rains in 1985 delayed planting of the major export crops and of 
basic grains crops vital to Nicaraguan consumers. The GON has 
stopped trumpeting its plans for Nicaragua's self-sufficiency in 
basic grains; President Ortega revealed in late 1984 that basic 
grain production would be 50 percent lower in 1984 than in the 
previous year, a sad statistic which translated into more shortages 
in 1985. A substantial portion of the donations received in 1984 
and 1985 consisted of corn, rice, and other basic food items. 


AGRARIAN REFORM 


The agrarian reform program continued in 1984 with the 
redistribution of 1.3 million manzanas of land to individual 
peasants and members of cooperatives. That figure nearly equaled 
the total acreage distributed during the previous 4 years and helped 
the GON consolidate its already considerable economic and political 
control over the agricultural sector. Twenty percent of cultivated 
land in Nicaragua belongs to the government itself, much seized from 
the holdings of the Somoza family immediately after the revolution. 
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The land distributed to small farmers and cooperatives is obtained 
almost exclusively through confiscation of large private holdings 
and from others who work their land "inefficiently," According to 
the agrarian reform law passed in 1981, the new owners do not have 
the right to sell the land or break it up into parcels. 
Furthermore, the land titles distributed to small holders are often 
contingent upon participation in cooperatives, upon political 
Orientation, and upon production of certain crops. 


In 1985, the program has stressed the granting of titles to small 
farmers in northern mountain regions who have, in some cases, had de 
facto possession of the land for years. The GON gave 15,348 
manzanas to these individual landholders in 1984 and planned to pass 
out 62,600 manzanas in 1985. Another twist in traditional land 
reform policies is the granting of land to peasants relocated out of 
the war zone to areas further south. The GON has tried to emphasize 
the need to move these farmers of basic grains from their rough 
mountain land to more fertile and productive regions over the 
Military aspects of the relocations. In many cases, these 
relocations have resulted in a net decline in basic grain production. 


Recently, the agrarian reform policy of the GON became more clearly 
one of attack against its political foes in the private sector. 
When opposition figures lost their land, the GON made only token 
attempts to explain its actions as economically rather than 
politically motivated. Private producers continued to view the GON 


explanations with a skeptical eye and to postpone investments and 
improvements. 


INDUSTRY AND CONSTRUCTION 


Light industry historically accounts for about one quarte~ of 
Nicaragua's GDP. That percentage fell slightly in 1984. A serious 
foreign exchange crunch reduced access to imported raw materials. 
The sector's heavy dependence on imports has imposed severe 
limitations on its performance ever since the revolution, and 1984's 
trade problems aggravated domestic raw material supply difficulties 
and added up to negative growth for the year. The biggest 
industrial employers -- the textile, clothing, shoe, and wood 
furniture industries -- all cut back on employment levels. GON law 
requires that a worker's position be held open for him and that he 
be paid his salary while he serves in the army. Many factories 
actually employ a double staff, one in the factory and one in the 
field, so to speak. In 1985 the GON began a campaign to boost 
productivity. It urged workers to report incidences of waste, 
fraud, and mismanagement and strict penalties were imposed for GON 
employees caught misusing government property. Workers were asked 
to come in one Saturday a month for no pay. 
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Construction rose three percent as the GON continued to put money 
into new projects with the help of investment from the outside. 

Most of the construction was in defense oriented transportation and 
communications fields. Among the projects begun or continued in 
1984 were the Punta Huete airfield, the deep-water port on the 
Atlantic Coast, and the Malacatoya sugar refinery, rechristened 
"Victoria de Julio" when it was officially opened in 1985 after more 
than a year's delay. A big priority for the GON in 1984 was the 
Maintenance and construction of roads in the north and connecting 
important agricultural areas to posts and markets. A shortage of 
asphalt hindered GON efforts and sand and cement was often used as a 
short-term substitute. As the 1985 major harvests begin, the GON is 
once again putting the maintenance of the road network first and 
repair crews are out in full force. ° 


The mining industry has been particularly hard-hit by the ongoing 
war. Production in the mines in the northwest has dropped 
dramatically, according to some reports. The GON announced that 
gold and silver production in 1984 would be 34 thousand troy ounces 
and 50 thousand troy ounces respectively, a 27 percent decline over 
1983 levels in the case of gold and a 13 percent drop in the case of 
silver. The GON has announced plans to revamp the aging mining 
equipment, almost all of which is of U.S. origin, with the possible 
help of Sweden and Bulgaria. New geological surveys are also 
planned and the GON expects to see production swing up starting in 
1987. 


ENERGY 


Domestic fuel supplies fluctuated wildly throughout 1984. The 
country's lone refinery shut down repeatedly for lack of supplies of 
crude oil. In September 1984 a mechanical malfunction closed the 
facility for a month and nearly closed down the nation as well. 

Long gas lines formed and many stations ran out all together. The 
GON reportedly dipped into strategic reserves in order to keep vital 
services going. Even when the refinery was up and running, 
transportation problems caused shortages in outlying regions. Bad 
roads and shortages of spare parts for trucks were the principal 
culprits. Mexico and the Soviet Union supplied most of the 
petroleum and refined product imported in 1984, with the Mexican 
share declining as the GON fell further arrears on a mounting debt. 
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In February 1985, the refinery closed again for lack of crude. 
Shortly thereafter, the GON announced that in the future the USSR 
would supply 80 to 90 percent of Nicaragua's oil needs. Libya, 
Algeria, and Iran, would pick up the balance, officials said. 
However, Mexico shipped small amounts of crude during at least the 
first half of 1985, and Mexican officials continue to stress 
publicly their willingness to supply more under the San Jose 
Accords. There have been no major supply interruptions since the 
early part of the year. 


Electrical consumption for the country as a whole increased by about 
two percent in 1984 to 993 megawatt hours. Domestic production went 
up four percent to 895 MWH. Geothermal production jumped from 67 
MWH in 1983 to 262 MWH in 1984 as the Momotombo geothermal plant 
went on line. Electricity imports from Costa Rica fell in 1984; the 
drop was attributed to the GON's inability to pay. In November 
1984, the GON announced progress on major new investments in both 
hydroelectric and geothermal energy projects. Among them were the 
partially completed dams at Asturias and Malacatoya and a second 
geothermal plant underway at Momotombo. 


TRADE AND EXTERNAL ACCOUNTS 


In 1984 Nicaraguan exports dropped to $393 million -- 9.2 percent 
lower than in 1983 and below a previous post-revolutionary low of 
$405.5 million in 1982. Imports also dropped slightly, but not 
enough to close the yawning trade gap which increased by more than 
12 percent. Aggregate prices for Nicaragua's traditional products 
actually increased by 8.8 percent, but the volume of exports was 
down 16.4 percent. The beef industry, traditionally an important 
element on tne export scene, suffered a serious setback when 
Nicaragua asked to be removed for technical reasons from the list of 
countries eligible to export meat to the United States, historically 
its largest market. A reduced herd and reported smuggling across 
the borders to higher paying markets compounded the problem. The 
GON successfully avoided a complete disaster in the sugar area by 
selling most of its crop to Algeria and Libya at rates well over the 
low world price. Sales to Japan went up again in 1984, after a 46 
percent increase in 1983. Exports to Canada, France, Spain, and the 
U.S.S.R. also showed an increase. Exports to Mexico, Taiwan, 
Algeria, Bulgaria, and East Germany diminished significantly in 
1984. Trade with Cuba also fell by 34 percent after a more than 
1,000 percent increase the year before. 
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The export picture for 1985 looks even more dismal. In early 
October GON officials estimated. total export value for the year at 
$300 million. The latest - and lowest - estimated figure is $260 
million, a further sharp drop sure to have a painful impact on the 
precarious economy. The recent increase in world coffee prices 
brightens the picture somewhat, but again, the final figures depend 
largely on Nicaragua's ability to pick its crop and get it to the 
ports for export. 


Despite foreign exchange difficulties, total imports dropped only 
slightly in 1984 to $816 million. The major reductions were in 
purchases of food and medicines. Imports of agricultural products 
increased and imports of equipment and capital goods rose 4.7 
percent to $214.5 million largely due to purchases of agricultural 
equipment. Imports from the Central American Common Market (CACM) 
took a plunge of 66 percent over 1983 totals. The GON participated 
in 1985 efforts to revitalize the ailing CACM. It sponsored a 
meeting in Managua in September 1985 where an agreement to promote 
regional trade was signed by most member countries. However, the 
GON publicly portrayed CACM problems as concerning countries other 
than Nicaragua and offered numerous reasons why it could not make a 
greater contribution to trade in the area. Imports from communist 
countries represented 27 percent of the 1984 total, compared to 17 
percent in 1983. East Germany and the Soviet Union made big 
investments in the industrial sector, particularly textiles. 
According to the GON, in 1985, 45 percent of the raw materials used 
in Nicaragua's industrial sector comes from socialist countries and 


30 percent of the sector's export output goes to socialist countries. 


The U.S. share of Nicaraguan trade continued to decline in 1984. 
U.S. customers bought only 12 percent of Nicaragua's exports, as 
opposed to 18 percent in 1983. Nicaragua imported 13 percent of its 
total from the U.S. in 1984, down from 17 percent in 1983. Still, 
the U.S. remained Nicaragua's largest trading partner through 1984. 
By the time the U.S. imposed trade sanctions in May 1985, however, 
the GON was prepared to direct substantial portions of its trade 
elsewhere. Products which Nicaragua had historically sold to the 
U.S. -- such as meat and bananas -- were rerouted to Europe, Canada, 
and other more distant markets. U.S. imports have proved more 
difficult to replace. Private businessmen in particular note the 
increased problem in acquiring spare parts and chemical inputs 
heretofore imported from the U.S. 


Import figures do not reflect the millions of dollars worth of 
donations sent by Europe, Canada, the Soviet Union, and other third 
world countries. Nor do they include a price tag on Nicaragua's 
13,000 bbl. per day oil requirement. Resale of some donated items 
helped finance Nicaragua's negative balance of trade. Other 
governments also offered the GON generous credit lines in 1984 and 
in 1985. Official GON figures indicate that 25 percent of the 1984 
trade deficit was financed with credit lines offered by foreign 
countries. 
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In 1983, the GON failed to make timely payments on a debt estimated 
at : billion. By the end of 1984, the external debt had swelled 
to $4 billion. The GON successfully renegotiated its payments on 
its debt with private banks in mid-year and official sources 
indicate that the GON actually paid around $79 million -- 20 percent 
of its export earnings. If it had not rescheduled, it would have 
owed more than $400 million, over 100 percent of its total 1984 
export value. 


The debt ballooned higher, to $4.5 billion by mid-1985. The GON 
received no major new loans from multilateral sources in 1984 or 
1985 due to questions regarding its creditworthiness. Nicaragua has 
recently been among the most vocal nations in calls for a radical 
solution to the debt payment issue. GON officials have strongly 
endorsed the position of Cuba's Castro that the debt is unpayable 
and uncollectible and should be written off entirely, and have 
ridiculed more moderate solutions proposed by other Latin American 
leaders. 


IMPLICATIONS FOR U.S. BUSINESS 


The United States' share of Nicaraguan trade has fallen steadily 
over the years since 1979. Even without the abrupt end to all trade 
with the initiation of the trade sanctions in May 1985, 
U.S.-Nicaraguan trade would probably have continued to fall off as 
the GON sought other markets for its principal exports and other 


suppliers of imported goods. In recent years the GON had clearly 
shifted to a policy of buying from countries which extend 
government-to-government credits:as it became more dependent on 
foreign loans to finance its imports. Trade sanctions have hastened 
that reorientation away from trade with the United States. 


U.S. investors face the same uncertainties that confront the 
Nicaraguan private sector. About 35 firms with U.S. investment 
remain in Nicaragua, but most of these companies, over the last 
several years, have found themselves operating at 50 percent 
Capacity or less, unable to repatriate profits, and unable to obtain 
the dollars they need to finance-imports of necessary inputs. With 
the advent of the sanctions, they now find themselves in the 
marginally worse position of having to seek spare parts and raw 
Materials outside of the U.S., usually at higher cost. Furthermore, 
the GON has failed to reassure investors that their properties will 
not be expropriated and has offered only token compensation for past 
confiscations. Overall, the climate for U.S. investment and trade 
cannot be expected to improve without a dramatic improvement in the 
political situation in Nicaragua. Only real political change will 
Open the door to future economic exchanges between the two nations. 





OUTLOOK 


The future of Nicaragua's economy is not bright. GON insistence 
that a mixed economy thrives under the gentle tutelage of the state 
rings ever more hollow in the face of private sector desertions, 
galloping inflation, shortages, and falling production. Poor 
harvests of basic grains in 1985 will only exacerbate an already 
serious problem of shortages and of rampant black market 
speculation. The principal 1985-1986 export crops will not meet the 
hard currency earning requirements of the GON. The value of the 
cordoba continues to fall on the black market and rumors abound that 
the official rate will soon be adjusted as well. 


Lack of new investment and declining production in all sectors of 
the economy will be a key factor in Nicaragua's economic future. 
The private sector, under increasing financial and psychological 
pressures, will continue to disinvest. The GON will consolidate 
further its control over the production and distribution phases of 
the economy. Foreign exchange shortages will restrict the GON's 
ability to import spare parts and important raw materials. It will 
probably develop more barter arrangements to meet some of its 
important needs and will continue to rely heavily on assistance from 
the Eastern Bloc and other nations willing to offer liberal credit 
terms. 


The war, as long as it lasts, will determine the composition of the 
Sandinistas' list of priorities, but the government's ideology, even 


apart from the war, will hinder any real economic progress. In the 
long run, only a reordering of political priorities will have much 
braking effect on this economy's long downhill slide. 











